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Performance audits conducted by the Legislative Audit Division
are designed to assess state government operations. From the
audit work, a determination is made as to whether agencies and
programs are accomplishing their purposes, and whether they
can do so with greater efficiency and economy.

We conducted this performance audit in accordance with
generally accepted government auditing standards. Those
standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for
our findings and conclusions based on our audit obiectives.'We
believe that the evidence obtained provides a reasonable basis

for our findings and conclusions based on our audit objectives.
Members of the performance audit staff hold degrees in
disciplines appropriate to the audit process.

Performance audits are performed atthe requestofthe Legislative

Audit Committee which is a bicameral and bipartisan standing
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of six members of the Senate and six members of the House of
Representatives.
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The Legislative Audit Committee
of the Montana State Legislature:

This is our performance audir of the Montana Veterinary Diagnostic Laboratory, a

division of the Department of Livestock located on the campus of Montana State

University-Bozeman.

This report provides the legislature information about the diagnostic lab's cost and

fee srrucrure, public health role, and relationship with Montana State Universiry. This

reporr includes recommendations for improving the lab's analysis of its test costs and

fee srructure; stabilizing some of its funding sources; and developing a detailed plan

for a new building. A written response from the Department of Livestock is included

at the end of the report.

\We wish to express our appreciation to the Department of Livestock and Montana

State University personnel for their cooperation and assistance during the audit.

Respectfully submitted,

/s/Tori Hunthausen

Tori Hunthausen, CPA
Legislative Auditor
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The Department of Livestock's Veterinary Diagnostic Laboratory plays an
important role in protectingboth animal andhum
needs to improve its processes for determining th
Iab's tests, as well as for determining the fees the
consistent contribution from per capita funds would help the department in
preparing the lab's budget. The Monta he
lab occupies is at the end of its useful be
proactive in developing a specific plan

Context
The Montana Veterinary Diagnostic Lab (lab)

is the only accredited, full-service veterinary
laboratory in Montana. The lab typically
performs over 200,000 tests annually on
a wide variety of animal species, as well
as performing regulatory milk testing and
testing on suspected rabies cases. This testing
serves the livestock industry as well as public
health concerns through providing valuable
surveillance data regarding animal and
zoonotic diseases, meaning diseases that can
be transmitted between animals and humans.
In recent years, the lab has experienced some

budgetary difficulties, and the lab's budget
alongside that of the Department of Livestock
(department) in general have been a subject of
legislative interest.

Our review looked at the fees charged by the lab,
in addition to how the lab accounts for the costs
of its testing activities and its budget in general.
\7e interviewed lab and department personnel
and examined relevant documentation in order
to understand and evaluate the processes in
place for monitoring costs and setting fees.
'We also interviewed management of similar
state-operated veterinary diagnostic labs in five
regional states.

Audit work also touched on a wide variety of
concerns relating to the lab's operations and
future, including the lab's role in protecting
public health and the labt relationships as

a facility on the campus of Montana State
Universiry-Bozeman (university). lVe held
interviews with the Department of Public
Health and Human Services, and reviewed
the lab's reporting relationship with public
health entities at the state and federal level.
We additionally reviewed documents relating
to the lab's arrangements with the university
and interviewed officials involved with
the university's facilities services, school of
agriculture, regional veterinary medicine
program, and agricultural extension service.

Results
Our audit found that the Montana Veterinary
Diagnostic Lab does not maintain a regularly
updated accounting of the costs associated
with the majority of its testing services, and
there is not a recurring, standard process in
place for monitoring or reviewing the fees
charged for these testing services. Further,
though the lab certainly has a role to play in
monitoring diseases that can impact public

(continued on bach)
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health, attempring ro quanrify rhis role to
provide a basis for the lab's budger presenrs
concerns. The department and lab could do
more ro provide for a consistent and stable
lab budget in the long term. Additionally,
the facility housing the lab is at rhe end of
its useful life. As such, the department needs

to uke detailed and speciEc steps to plan for
future lab space, particularly in light ol the
fact thar the universiry displays litrle interest
or willingness to pursue a closer relationship
with the lab.

Among rhe items addressed in our report's
five recomme ndations:

o The lab should create and maintain
detailed, documented information
on rhe costs associated with irs
testlnS servlces.

. The lab should perform and
document reviews of the fees it
charges for tesring services.

o The departmenc should develop a

stable budget for the lab, in parr
by determining a consistent and
sustainable contribution ofper-capira
funding for the lab.

. -ihe 
lab should ensure rhat all features

of its lab information management
system are fully operational
including fearures relating to the
public-health reporting role of the

lab.

o The department should develop a

plan and timeline for rhe replacement
of the labt current faciliw.

Fo. a complete copy ofrhe reporr (l5P-04) or for further rnformarion, contact the

Letislarive Audir Dr!ision ar 406-444-3122: e-mail to ladramt.gov; or check the web sire ar

http://teg.mt.gov/audit
Report Fraud, \7aste, andAbuse o the Legislarive Audiror's FRAUD HOTLINE

Call roll-free l-800'222-4446, or e-mail ladhotlinerDmt.goY

Agency audit response included in
linalreport.

Concur

Panially Concur

Do Not Concur



Chapter I - Introduction and Background

Introduction
The Montana Veterinary Diagnostic Laboratory (lab) is housed in the Marsh

Laboratory on the campus of Montana State University in Bozeman (university). The

lab, in its current form, dates back to 1960, when the Marsh Laboratory Building was

construcred on the university campus with a combination of federal grants and state

funds appropriared by the legislature. The lab building is owned by the universiry,

but the lab itself is a division of the Department of Livestock (department). The lab

employs approximately 20 FTE and has an annual budget of around $2.1 million.

The lab is the only accredited, full-service veterinary laboratory in Monrana. Its mission

sratemenr indicates the lab is to "protect the public health, promote a compliant state

dairy industry and assist in the control and prevention of zoonotic diseases," as well

as to "ful6ll requirements and surveillance duties directed by regulatory and guidance

agencies." The division provides disease diagnostic support to veterinarians, livestock

producers, companion animal owners, and the Department of Fish, \fildlife & Parks,

as well as many other state and federal agencies. The division provides laboratory

support to the departmentt Animal Health Division and Milk & Egg Bureau, and

helps protect public health by testing dairy products and testing for zoonotic diseases

(diseases that can be passed between animals and humans).

The lab and the department generally have been the subject of much legislative scrutiny

in recent years, and a performance audit of the lab was prioritized by the Legislative

Audit Committee for fiscal year 2015. Questions have arisen about the lab's financial

viability and the necessity of the state maintaining and supporting a lab of this type;

how the lab serves to protect public health; and the measures of support the lab receives

from the department and the university. It was with these issues in mind that we

developed our audit scope and objectives.



Flgure l

Orq Chart Simp!ified

Source: Compiled by the Legislative Audit Division lrom department records.

Montana Oepartment of Livestock

Diagnostic Lab Division- Montana Veterinary
Diagnostic Lab (hereafter "Lab")

The scope of this audit included:

. Funding questions, including how the lab's testing fees are set and whether
the fees are appropriate and commensurate with costs; to what extent the
Iab should be self-sufficient; and what effect historical changes in external
funding, most notably from per capita fees and the general fund, have

affected the lab and its mission.

o The public-health role of the lab, including how testing for a public health
benefit can be quantified relative to the other work performed by the lab,

which can be described, for instance, as benefiting industry or companion
animal owners.

o The lab's relationship wirh the university and how it compares to che

relationships berween other state labs and state universities; costs and benefits

of the relationship to both the lab and the university; and the medium- and

Iong-term future of the current building that is home to the lab.

o Lab activities over the Iast 6ve years, including budgeting, test fees and
revenues, and examinations of test costs. In areas such as the history of the
current lab building, our review stretched back farther.

2



Scope exclusions:

o Given the specialized qualifications necessary to assess the scientific activities
of the lab, the quality and appropriateness of the lab's scientific activities
were excluded from che scope of this audit. Another factor influencing this
scope decision was the labt fully accredited status under the American
Association of Veterinary Laboratory Diagnosticians, and the extension of
that accreditation status until fall 2017.

Audit work and the establishment of the scope led us to develop the following audit

objectives regarding the activities of the Montana Veterinary Diagnostic Laboratory:

l. Does the lab apply appropriate criteria when setting its test fees, and do test
fees cover a reasonable percentage ofthe labk operating budget?

2. \What is the public-health role of the lab, and what quantity of testing
performed at the lab is for a public-health purpose?

3. Do the lab's organizational relationships with the department and the

university provide the lab with financial, professional, and infrastructure
support sufficient to meet its responsibilities to the livestock industry and
public health?

To address these objectives, we performed the following types of methodologies:

I Reviewed state law and administrative rules for guidance on lab operations
and obligations.

o Reviewed several sources of criteria for best practices in labs of this type,
including operations at veterinary diagnostic labs in other states in the

. region and criteria used by accrediting organizations when reviewing labs for
certification.

I Conducted interviews with Board of Livestock members; Department
of Livestock staff in Helena; veterinary diagnostic lab staff in Bozeman;

university officials; vec lab administrators in other states; and others. These

interviews largely touched on all three audit objectives.

. Reviewed minutes and archives of Board of Livestock meetings; Economic
Affairs Interim Committee meetings; legislative hearings; and other public
forums at which the lab was discussed.

o Compiled and reviewed legislative history and other studies and reports that
address various aspects oflab operations.

. Reviewed veterinary diagnostic lab files related to costs of the various tests

performed at the lab, as well as documents detailing the fees the lab charges

its customers for various tests and services.

. Reviewed request for proposals and contract for the lab's new information
management system; compared requirements in these documents with
system's current functionality.

3



Reviewed memoranda of understanding between the university and the
department, as well as internal facilities services and planning documents at
the university that address the Marsh Laboratory Building that is the current
home of the lab.

Issue for Further Study

During fieldwork, we heard a number of comments about the way the Department of
Livestock and some divisions within it are currently structured. In particular, questions

arose about whether the state needs a separate executive agency dedicated to livestock

or whether the department's current mission could work within the Department of
Agriculture as is the case in other states; whether the veterinary diagnostic laboratory

should be a separate division within the Department of Livestock or could become part

of the department's Animal Health Division; and why the information technology

manager for the entire department is based in Bozeman and not Helena. These broader

organizational issues fell outside of the scope of this audit but could be the subject of
further audit work in the future.

Reoort Orsanization

-

The remainder of this report details our analysis of the objectives and contains 6ve

recommendations. It is organized in three additional chapters, each addressing one of
the objectives.

o Chapter II - Veterinary Diagnostic Lab Testing Services: Costs & Fees

o Chapter III - Public Health and the Veterinary Diagnostic Lab Budget

o Chapter IV - Lab Relationship with Montana State University

4



Chapter ll - Veterinary Diagnostic Lab
Testing Services: Costs & Fees

The Montana Veterinary Diagnostic Lab (lab) performs a wide variety of diagnostic

testing services, and charges fees for those services. Labs need accurate estimates of the

costs associated with performing a given testing service in order to fully understand

the organization's budgetary needs and set appropriate fees to charge for these services.

Inaccurare or incomplete data regarding the costs associated with these tests could

leave the lab unable to properly budget, set appropriate fees, or determine where its

financial risks and opportunities lie relative to the testing services offered. Further,

these labs often have to take into consideration their prices relative to similar labs in

surrounding states, in order to offer competitively priced services. Our first objective

addresses whether the Department of Livestock (department) applies a defined and

consistenr process when setting the veterinary diagnostic lab's test fees, and if the lab

defines a specific percentage ofthe its operating budget to be covered by test fees.

Accordingly, while completing work on this objective we sought to investigate and

answer the following questions:

o 'W'hat 
is the process for setting and reviewing fees charged for testing services

at the veterinary diagnostic lab?

o How are fees charged for tescing services determined to refect the costs of
the respective tests?

. How does the lab monitor the costs associated with the various testing
services provided?

o How do other state veterinary diagnostic labs monitor test costs and set fees?

o How much of the lab's overall budget should revenues derived from testing
fees comprise, and how self-sufficient should the lab be with regards to
funding?

In addressing this audit objective, we conducted interviews with department

management, reviewed management information and documentation relevant to

the lab's efforts to monitor costs, and reviewed the fee schedule. Additionally, we

conducted interviews with management of comparable veterinary diagnostic labs in
regional states as well as the federal National Animal Health Laboratory Network that

works closely with veterinary diagnostic labs nationwide.

'We 
determined that the department and the lab do not assess the costs associated with

all of their testing services or review the fees charged for testing services in a regular



and documented process. The lab has limited information regarding these costs readily

available, and has not produced this information in a proactive manner. Interviews

with department personnel indicated that additional analysis of the lab's costs and fees

would provide value to the lab and department.

Section 872-102, MCA, provides the staturory basis for the fees charged by the

Department of Livestock, including those charged by the veterinary diagnostic lab.

Specifically, 581-2-102 (lXc), MCA, states the department "shall take inro consideration

the costs, both direct and indirect, ofthe tests, services, products, curatives, and agents"

in setting fees.

Additionally, S8l-l-102 (2), MCA, requires the departmenr ro set all of its fees to

be "commensurate with costs." 
'$U'ithout firm knowledge of all the costs of the tests

performed at the lab, it is impossible to know whether or not the fees being charged by

the lab are commensurate with the lab's costs for performing the tests.

Documented Information on Costs

In interviews with lab management, we learned there were only rough estimates of the

costs associated with performing most tests, and that this information is not routinely

monitored. Lab management has largely relied on lab section supervisors providing
information about test costs.'We also obtained information from lab management for

calculating the cost to the lab of performing a test, as well as information on revenues

and expenditures for the various sections of the lab.

The bulk of the available documentation was not part of regularly produced and

rnonitored management information. The most comprehensive, lab-wide information
was an effort to monitor expenditures and revenues in each lab section, but did not

include a thorough accounting of overhead costs, limiting its usefulness in refecting

the realiry of the financial sicuation at the lab. Documentation of costs associated with
serology testing performed for Brucella abortus were the most detailed and recently-

updated information lab management has for breaking down and generally analyzing

the costs associated with performing a testing procedure.

However, upon review and follow-up with lab management, this information was

determined to contain a number of errors. For example, the cost of one common

rest input was miscalculated to be many times higher than actual amount, an error

that was recognized and not used as the basis for any lab decisions going forward.

Broadly, the information was not actively utilized by the lab, nor was it up-to-date.



Based on this work, we found that the veterinary diagnostic lab does not rnaintain

detailed information regarding the costs associated with performing testing services.

In particular, the lab does not maintain any sort of standardized, centralized means

for tracking these costs. In lacking this information, questions are raised about how

the lab would justifu fee increases as well as adequately understand when it may need

to raise fees or potentially cut services that are too expensive to maintain. Audit work

indicated the lab has historically produced much of the information that it does have

regarding tesr cosrs in response to Board of Livestock interest, as opposed to producing

and documenting this information as a regular part of management oPerations.

In the course of audit work, we sought information on how similar state veterinary

diagnostic labs in the region (Idaho, North Dakota, Utah, \Washington, and'STyoming)

are managed. In doing so, we identified five comparable labs to study further based

on geographical proximity, size of operations, administrative structures, and the fact

that labs in states bordering Yellowstone National Park all share the unique issue of

brucellosis-related diagnostic testing. \We spoke with management at each of these labs

about how they manage costs, fees, and other items of interest to our audit objectives.

Relevant ro rhis objective, we discussed the process by which these other labs revise

and monitor their fees. For each of these five veterinary diagnostic labs, information

regarding the costs of testing services was a critical piece of information used to assess

the fees charged for testing services as well as lab budgets in general.

The managemenr ar three of the 6ve state veterinary diagnostic labs around the region

each performed a cost analysis on testing services offered at least as frequently as fees

are revised. All of the regional state veterinary diagnostic labs took account of,, at a

minimum, material cosrs necessary for performing tests as the first step in setting and

revising fees. These analyses were of varying degrees of formality and specificity, but

administrators of all of these labs indicated that they engage in regular review of the

material cosrs associated with testing services offered. At one lab, a dedicated business

manager annually reviews the cost inputs for some 400 different tests performed by

the lab. Such knowledge is widely agreed upon as a critical step in determining the fees

charged for testing services, as well as fully understanding the budgetary needs of the

lab.

As a result of not knowing the costs associated with its testing services, the Montana

Veterinary Diagnostic Lab is unable to demonstrate a complete picture of its budget

Use Cost Information to SetI€€s
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and financial needs. Further, the lab is not able to fully demonstrate rhe rarionale

behind the fees it charges, either to the Board of Livestock or to producers and related

stakeholde r groups. The lack of regularly documented information regarding the cosrs

of tests is a result of the lab having not prioritized the production of such informarion

in the past.

An ongoing example of such an impact is found in recent efforts by the Board of
Livestock to raise fees charged by the milk lab section of the veterinary diagnostic lab.

Public comment provided by the Montana Milk Producers Association, for instance,

noted the lack of cost information that could be used in providing a more accurare

breakdown of the veterinary diagnostic labt expenses and budget. Further follow-up

on these findings during audit work noted the lab management would like to have

information of the costs of performing tests readily available, although there was

uncertainty expressed that current staffwould have time to develop and maintain chis

information in addition to existing workloads. However, assistance in this effort could

be provided by Centralized Services of the department.

Recomuenoenon #7

We recommend the Department of Livestock regularly analyze and document
the Montana Veterinary Diagnostic Laboratory's material and overhead costs
of the tests pertormed at the lab.

Reasonableness in a Standard Manner

In the course of audit work on our 6rst objective, we also discussed wirh lab

management the process by which fees are revised. Following this, we reviewed the

fees currently charged by the lab and information relevant to the process by which the

lab reviews its fees.

Based on these interviews and subsequent document review, the fee-revision process

appears to be largely informal and ad hoc. Much like the information that we were

able to obtain regarding the costs of performing tests, documented information
relevant to the revision of fees is primarily produced in response to Board of Livestock

interest, rather than as an element of routine lab managemenr. 'We did not identify
a defined process for the revision of Fees at the lab, and thus concluded that the

veterinary diagnostic lab does not review the fees it charges for testing services fees

in a systematic, documented manner. Rather, lab management indicated that fees are

8



typically reviewed in an informal manner focused primarily on what is being charged

by other, similar labs in the region. As noted earlier, lab management has produced

secrion revenue statistics that represent an attempt at deriving some information about

fee revenues relative ro costs. However, given that these included no calculations

of overhead cosrs, these were of limited use. Additionally, it was unclear how such

information was intended to be incorporated into a process for revising fees.

Follow-up with lab management on this work indicated that the veterinary diagnostic

lab has not prioritized reviewing fees on a regular, cyclical basis. For instance, the most

recendy produced documentation regarding a review of fees through comparison to

competitive labs elsewhere in the region was dated to 2011. The lab's most recent fee

increases were across-the-board 5 percent hikes, with a lack of regard for what the

individual tesrs cost, as well as whether the fees are at a level to guarantee participation

by the industry, thus helping the lab fulfill its surveillance responsibilities. The currenr

fee schedule was last revised in 2014. Based on the little documented evidence of this

procedure obtained through the course of audit work, the fact that fees are not reviewed

in a proactive manner appears in part due to the fact that the lab was prohibited from

raising its fees for a number of years in the late 2000s. During this time, the veterinary

diagnostic lab appears to have done little to monitor its fees relative to its larger budget,

a practice that has continued.

Figure 2

Fee Revenue and Test Volumes

Fiscal Years 2010 through 2014

s964,200 S955,363

2010              2011              2012 2013

c Lab Fee Revenue Number ofTests

Source: Compiled by lhe Legislative Audit Division trom SABHRS data.

$ 1,039,95 I
$996.0 t9
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For context, the lab rypically generates around half of irs annual $2.t million budget
from test fee income.

As noted above, a major element of our audit work involved speaking with management

of five comparable veterinary diagnostic labs generally located in rhe region around

Montana. In speaking to these administrators, one of our main areas of interest was

the process by which these labs revise fees and how often they do so. 
'!U'hen 

speaking

with the management of these other labs, we also inquired about the information that
they take into account in order to set their fees.

Our review of these regional labs found that labs often review the fees charged for

testing services on a yearly basis. A majority of the labs spoken to throughout the

course of audit work engaged in the review of fee schedules more often than the actual

revision of those fees. For example, management at three of these labs review what rhey

are charging for major testing services annually or biennially, whereas actually revising

or potentially raising fees more often occurred closer to every three years.

Also based on interviews with managers of veterinary diagnostic labs in surrounding

states, the review of fees was in all cases described as consisting of two primary elements.

These are the costs associated with the test, and a comparison with competitive labs

offering similar services. These considerations would form the framework for reviewing

fees.

A portion of our audit work included looking at the lab fees at the Montana Veterinary

Diagnostic Lab in relation to fees charged by comparable veterinary diagnostic labs in
surrounding states. To perform this comparison, we gathered fee schedules from the

Eve regional veterinary diagnostic labs chosen for comparison, and placed those into a

format utilized by the director of the veterinary diagnostic lab in the last documented

comparison of fees obtained for our review during audit work. (Note: Our comparison

measured fees charged to in-state customers, as nearly every state adds a surcharge

to its tests for out-of-state submissions. Montana also adds a 50 percent surcharge to

out-oFstate samples.)

Based on this general comparison of testing services offered by other state veterinary

diagnosdc labs, the Montana Veterinary Diagnostic Lab fee schedule displays no

significant trends, and prices appear generally competitive. However, the fact that lab

fees do not demonstrate major trends with regards to competitiveness or a lack thereof,

alongside the gaps in informarion about the costs of tests performed ar the lab, indicates



that fees may be competitive yet lack sufficient underlying justification relative to the

costs of lab operations. As with the costs associated with testing procedures, the lack

of documented, sysrematic review of the fees raises questions about the underlying

justification and presents potential issues with how the lab manages its budget.

Regular and systematic review of all fees charged would produce useful management

informatiorr for the lab, particularly in terms of building and supporting the labt

budget. There is uncertainty, both at the lab and within the Department of Livestock,

as to what ought to be charged for testing services. Current knowledge about what

the veterinary diagnostic lab's "competition" is charging, and what it costs the lab to

administer similar resrs, is information indicated to be beneficial to lab operations

by veterinary diagnostic lab management. Overall, the underlying management

information for determining how fee revenues fund the lab's budget is lacking,

Table l

SeЮct Test Fees in Surroundino States

ProcedurerTest
MT Lab
Fee

North

Dakota

State

universitv

Washington

Animai Disease

Diagnostic Lab

Utah State

university

ldaho

De口 ,of

Agricuiture

Lab

10gy

Campylobacter S13.00 $1500 S1300 $1250

Trichomonas culture $750 $650 $800 $500

Seroloqv

Equine lnfectious Anemia $13.00 $600 $1000 $750 $1000 $1000

West N e Vrus $21.00 $2500 $2000 S1500 $1800 $1500

Brucelia abortus

Card,BAPA or FP S160 $200 S450 $400 $400 S150

CR Rivanol,SPT orSTT $200 S500

PCR

Tritrichomonas foetus S2850 $2500 $4000 S2000 $3000 $1800

」ohnes PCR S31.50 $4000 S3000 $3500 $3000

C:inica!Patho:ogy

Complete Blood Count S1575 $1600 $2500 $1600

Parasitology

Crypotosporidia

examination
S1000 $1000 $800

Virology

Bovine V ral Diarrhea ELISA $5.25 $500 $425

Fluorescent Antibody

Testinq
S8.50 $1500 $1200

Histoloov

Special Slide Stains S8.50 S750 $800

Source: Compiled by the Legislative Audit Division lrom department records/other lab records.



and there is opporruniry for rhe lab to improve im financial managemenr. Lab

manag€ment expressed some concern about integrating rhis into existing workloads,

but administrative supporr from Cenrralized Services in Helena could alleviate some

of rhis administrative burden. Regardless of where the work is performed, knowledge

ofcosts associated wirh performing rests and using those costs as an elemenr in a more

structured and regular review of fees charged by the lab represenrs a place ro begin

the process of improving the lab's financial management. This structured and regular

review of fees would also help rhe deparrmenr ensure statutory compliance wirh the

requirement that fees be commensurare wirh cosrs.

RecouueNoatoN #2

We rccommend the Department o'f Livestock biennially review the Montana
Veterinary Diagnostic Laboratory fees in a systematic, documented manner
lhat takes into accounl the direct and indirect malerial and oyerhead costs of
tests and regional lab tees for competitive anaiysis.
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Chapter lll -Public Health and the
Veterinary Diagnostic Lab Budget

The Montana Veterinary Diagnostic Lab (lab) tests for a wide variety of pathogens,

most ofwhich play a role in animal health monitoring for the state's livestock industry.

However, some of these pathogens are classified as "zoonotic," meaning that they can

be transmitted from an animal host to a human. Additionally, some of the pathogens

tested for are linked to diseases listed on the Department of Public Health and Human

Services' (DPHHS) reportable disease schedule, and the veterinary diagnostic lab

performs all of the testing related to suspected rabies cases in the state of Montana. In

addition to these factors, one of the labt several internal sections performs regulatory

milk testing that helps to ensure a disease-free dairy supply.

In 2014, this relationship between the veterinary diagnostic lab and public health

became of interesr when the Economic Affairs Interim Committee (EAIC) requested

that the lab quantify the portion of its testing that can be described as serving a public

health purpose. This quantification of a public health impact became the amount of

general fund authority provided to the lab during the current biennium.

Accordingly, we sought to investigate and answer the following questions:

r W'hat is the public health role of veterinary diagnostic labs generally, and
what public health role does the lab fulfill?

r Should the lab atrempt to quantify its public health role, and if so, how
would the lab attempt this quantification?

r \What other considerations regarding the public-health role of veterinary
diagnostic work should we be aware oO

In addressing these quesrions, we conducted interviews with lab personnel,

management from the Department of Livestock's (department) Animal Health

Division, the management of veterinary diagnostic labs in other states, and personnel

from the Communicable Disease Control Bureau in the Montana DPHHS, and

reviewed related documentation.

'We determined the lab does indeed serve a public health role, but the quantification

of this role as a percentage of rhe lab's work, and budgeting on that basis, presents

concerns. Our work indicated that this practice is not seen elsewhere at veterinary

diagnostic labs. This indicates that the most recent budget request was largely based on
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a rcaction to nnancial circumstanccs within thc dcpartmcnt,rathcr than bcst practices

in the running ofa vetcrinary diagnOstic lab.

Stakch01ders Believe State Needs Veterinary I〕 iagnostic Lab

ln Our 170rk,Wc sOught thc OPiniOns Of variOus lab stakch01dcrs and thc BOard Of

Livcstock lcgarding thc statc ofMontana's nccd to oPcratc a vctcrinary diagnOstic lab.

We bcgan this wOrk thrOugh cOnversation with dcPartmCnt aniinal hcalth Ofncials.

■hcy acknOwlcdgcd a dual r01c fOr thc lab with regards tO aniinal and Public health.

1lis IOlc wasこ haractcrizcd as being bOrn Out of thc usc Of data prOduccd by thC lab

fOr survelllance and cPidcrn1010gic PurpOSCS. ]臓 lis data prOvidcs thc anirnal hcalth

divisiOn Ofthc dcPartrnCnt with thc infOrmation it nccds in Ordcr tO kccP a handlc On

anilnal discase that may ncgativcly impact thc hcalth OfMOntanゴ s livcstOck industry.

WithOut thc lab,thc anirnal hcalth PcrsOnncl fcared thcy wOuld nOt havc acccss to

as much Montana_sPecinc aniinal hcalth and cPidcrniological infOrmatiOn. In this

convcrsation,many of thc discascs tcstcd fOr by thc vcterinary diagnOstic lab wcrc

charactcrizcd as discasc Ofprimary conccrn to vctcrinarians and thc livcstock industr乃

but with the wOrk PrOtccting public health as、 vcll,due tO the risk Of certain anilnal

discascs imPacting thc human POpulatiOn,ifthcy are not caught and rnanagcd.

Wc rcvic、vcd rcsults frOm survcys produccd bythe dcPartlncnt and Montana VЪ tcrinary

Mcdical AssOciation(MVMAl and sPokc tO mcmbcrs Ofthc BOard OfLivcstock abOut

thc rOlc thcy scc thc lab fulnlling・ In 2015 survcys,both thc Onc cOnductcd by thc

dcPartmcnt and thc Onc conductcd by thc MVMA,a maiOrity of rcsPOndents uscd

the labヽ scrvices,and nOtcd that thcy would be signincantly impactcd wcrc the lab

to bc c10scd dOwn.In bOth surveys,con1/cniencc and cOst were mttOr bcncnts OfFcrcd

by thc usc ofthc lab.BOard OfLivcstock mcrnbcrs gcncrally suPPOrtCd the statcヽ nccd

fOr a vctcrinary diagnOstic lab,with rcasOning typically lnaking rncntion of both thc

nccdsOfthclivestOckindustryaswcHasthcPublichcalthcOncernsofanilnaldiscascs

withOut a lab providing survcillancc Ovcr SuCh things.

Corucluslol
The Montana Veterinary Diagnostic Lab's stakeholders and the Board of
Livestock all generally believe that Montana needs an accredited state
veterinary lab, for purposes of industry health, public health, and fultilling the
Department of Livestock's mission with regards to animalhealth.
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In order ro examine the role that the veterinary diagnostic lab plays in protecting

public health, we began by determining what duties for the lab are laid out in state law

and administrative rules. Following this, we spoke to comparable labs in five regional

states as well as officials for DPHHS involved in the management of communicable

diseases and public health issues. \7e also reviewed relevant documentation regarding

the veterinary diagnostic labt role in a consortium of labs involved with public health

in Montana, as well as documentation of communicable disease reporting to the

federal Centers for Disease Control and Prevention (CDC).

Based on this work, there is widespread consensus that the veterinary diagnostic lab

clearly serves a public health role through surveillance of diseases that may potentially

impact human health through outbreaks in animal populations or the food supply.

The public health role has both a basis in the administrative rule that outlines the

organization of the department as well as a variety of practices by whlch the lab interacts

with various public health functions at the state and national level. Administrative

Rule of Montana 32.1.101 (2)(c) states that the functions of the lab "are to provide

laboratory support for the Disease Control, Milk and Egg, and the Meat and Poultry

Inspection Bureaus; provide laboratory diagnostic support to veterinarians and

Iivestock producers; protect the public health by testing dairy products and performing

diagnostic tests on suspected rabies cases and other zoonotic diseases; and provide test

services to enhance the marketabiliry of livestock." The lab has adopted such language

into a mission statement, as seen in its 2014 annual report. The mission statement

describes a public health role for the veterinary diagnostic lab in terms of "control of
zoonoric diseases."

In the course of audit work, we determined the lab works to fulfill the general roles

ourlined as part of its public-health role indicated in the administrative rule. The

lab maintains a section devoted to milk testing, and performs rabies testing while

communicating its results with DPHHS, and the lab reports certain rare and dangerous

zoonoric pathogens to the federal CDC and US Department ofAgriculture's National

Animal Health Laboratory Network (NAHLN). These working relationships were

documented via reports to the CDC on the detection of certain pathogens as well as the

participation of the lab in the "Montana Lab Forum," a working grouP of laboratory

parrners in Montana put together by the DPHHS to determine opportunities for these

labs to work together and assess the state of Montana's "public health lab system."
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\We first aimed to better understand the reasoning and methodology underlying the

quantification of a portion of the testing performed at the iab as serving a public

health purpose. 
'We conducted this work through interviews with the management

of the lab, as well as members of the Board of Livestock and Department of Livestock

animal health officials. \We also obtained and reviewed documentation explaining

this quantification of public health to the 2014 EAIC and revisited the work done in

relevant meetings of that committee, in order to better understand the context of the

public health conversation surrounding the lab. It was the EAIC that initially asked

the department to attempt to quantify the public health role of the lab.

The interest in further investigating and elaborating on the public health role of the

veterinary diagnostic lab arose largely in reaction to the financial situation within the

department. The amount of general fund authority provided to the lab has varied

considerably over the past several biennia. Prior to rhe 2015 Legislative Session, the

lab and department were looking to the labt future and establishing some stability

in the budget cycle, given how test volumes and, in turn, fee revenues gathered from

performing tesrs vary. The duty of establishing a number that reflects the amount of
testing serving a public health purpose fell to lab management.

Audit work indicated that, lacking clear outside criteria or guidance on how to calculate

such a number, lab management created a methodolo gy for doing so. Out of this work

came the estimate that 3I.6 percent of the tests performed can be said to have a public

health component, and that public health number increases to 41 percent if regulatory

milk testing is included. These percentages were derived by using the lab information

management system to determine the number of tests performed for reportable,

zoonotic diseases transferrable to humans, adding to that all testing performed by the

milk lab section of the Montana Veterinary Diagnostic Lab, and dividing the resulting

number by the total number of tests performed by the lab in the previous 6scal year.
'Working 

on this basis, the 2015 Legislative Session provided general fund authority to

fund 41 percent ($908,449 for fiscal year 2016) of the lab's projected operating costs.

Ouantification of Public Health Role Is

A major component of our interviews with five comparable veterinary diagnostic

labs in regional states during audit work was this quantification of public health.
'We 

sought to learn if this practice was commonly performed by the management of
other veterinary diagnostic labs, and if such a quantified approach to public health
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commonly factOrcd into hOw Othcr labs wcrc fundcd.This EOpic was alsO touchcd On

in our convcrsations、vith fcdcral and PrOfcssiOna1 0rganizations that、 vOrk closcly with

statc vctcrinary diagnOstic labs.

This rcvicw of comParablc vetcrinary diagnOstic labs fOund that attcmpting to

quantify a pOrtiOn of thc tcsing Pcrformcd at s」 d labs as scr宙 ng a publた一heakh

PurPOSe is not a practicc sccn elscwherc.Nonc Ofthe labs rcvicwed had cver cOnductcd

such a quantincation cxercisc,nor had thc managcmcnt of thesc labs hcard Of such

a quantincation being PcrfOrmed in Order tO cstabliSh a basis fOr a diagnOstic lab

to rcccivc PubliC funding. Intcrvicws with othcr rclcvant profcssiOnal and fcdcral

govcrnment organizations cchocd this PcrsPcctiVC・ ■■c quantincation of certain tcsts

as scrving thc Public hcalth was PcrCCiVCd as unusual.

In addition to this cxercise bcing widely PcrceiVed as uniquc during our revicwЪ

thc managcmcnt Of thesc Othcr vctcrinary diagnOstic labs pcrccivcd a nurnbcr of

methOdO10gical cOnccrns with attcmpting to quantify a public hcalth impact.■ ■c

Only consistcnt potcntial mcans Of quandケ ing publiC hcalth impact frOm this rc宙 cw

、vas through discasc― rcPorting rclationshiPs with fcdcral and statc― lcvcl public hcalth

agcncics, although this ncccssarily cxcludcs mOrc gcncral survcillancc fOr z00nOtic

discascs.■ us, there、 vas a conccrn tha[quantincation based on test numbcrs may

not accuratcly rcncct thc scoPc Of disease surveillance,Furtheち the amOunt of tcsting

fOr zOonOtic PathOgcns may nuctuatc considcrably on a)℃ a■tO ycar basis, furthcr

cOmplicating thc usc ofsuch a basis in establishing a labも budget and funding sOurccs.

Ovcrall,thc quantncation ofthe lab's public hcalth impactin ordcr to jusdfy a certJn

POrtiOn ofthc labb budgct to bc covcrCd by gcncral fund authOrity produccd a l〕 udgct

that rcscmblcs that OfOther state vcterinary diagnOstic labs and was favorably reccivcd

by dcPartment and lab rnanagcmcnt.Howcvcr,dcsPitc having arrived at such a budgct,

the lab and the dcPartmcnt aP,Car to havc dOnc sO in a manncr that is not a bcst

practicc sccn clscwhcrc and that additionally raiscs somc rncthOdO10gical cOncerns.

Corucluslol

The Montana Veterinary Diagnostic Lab plays a role in protecting public
health, but this role is difficult to quantify in terms of workload or budget. The
use of a quantified public-health role based on the volumes of tests in order to
determine the amount of external financial support received is not a practice
seen at other state veterinary diagnostic labs reviewed during audit work.



Given the connection between determining and quantifying the lab's public

health role and the lab's receipt of general fund, we conducted research of the lab's

historical sources of funding during audit work. 
.S7'hen 

looking at the budget of the

lab, we sought information on its funding from department management and lab

managemenr. Through our review of relevant documentation and interviews at the

lab and department, we derermined the lab has historically received the majority of
its funding from three primary sources-general fund, livestock per capita fees, and

revenues generated by fees charged for testing services.

The proportion of the labt overall budget in terms of general and per capita funding

that has been provided to the lab has fuctuated greatly throughout the lab's years of
operarion. These highlyvariable amounts of support present a challenge to the lab in

preparing its budget and present questions when preparing funding requests; namely,

what aspects of the lab's operations are general fund dollars paying for? In part due

to this, the various sources of funding that make up the lab's budget have fluctuated

greatly, with the department putting together the budget in a way that depended more

on what amounts of funding are available from various sources, as opposed to basing

the budget on what is needed to fund specific costs at the lab. Audit work indicated

that, during the previous budget cycle, department management perceived a need to

get the lab onto predictable footing.

In the current biennium, the labt budget includes a substantial general fund component,

and far less investment o[per capita fee revenues in the lab. The department's allocation

of per capita funds to lab operations was $588,912 in 6scal year 2075, and an estimated

$23,029 in fiscal year 2016. The concurrent increase in general fund was appropriated

on the grounds of the quantification of public health impacts, as discussed above.
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Figure 3

Lab Budqet&Revenue Sources

Flscal Years 2010‐ 2015
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Source: Statewide Budgeting, Accounting and Human Resource Systems.

A review of several comparable veterinary diagnostic labs in the region found that

their budgets typically anticipate approximately half of their revenue from sources

analogous to general fund, per descriptions from lab management in several srares.

Generally, this indicates that it is appropriate for the Montana Veterinary Diagnostic

Lab to rely on some portion of non-fee funding sources in its budget. Further details

regarding the sources of revenue for these veterinary diagnostic labs are as follows: for

labs from which we received numbers, fee revenues as a portion of the lab's budget were

most often between 45 and 50 percent, with remaining portions of lab budgets after

accounting for general fund and fee revenues being made up ofgrants and contracts,

or alternate streams of funding through universities. The majority of the comparable

vererinary diagnostic labs spoken to in audit work were "Level Two" labs within the

National Animal Health Laboratory Network (as is Montana's), entitling them to a
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granr in rhe range of $55,000 annually. The Montana lab uses this grant to fund its

quality control manager position.

Based on the information gathered through this work, we determined that none of

these other state veterinary-diagnostic labs are "self-sufficient." That is to say, there are

no public, state-level veterinary diagnostic labs that we reviewed as part of our sample

thar fund expenditures solely through revenues generated by test fees. Additionally,

none of the Montana stakeholders or administrators of out-of-state Iabs spoken to

rhrough the course of audit work believed that it is reasonable to expect veterinary

diagnostic labs performing work such as the veterinary diagnostic lab to achieve total

budgetary selfsufficiency. The reasoning lies in costs associated with preparedness and

offering cerrain necessary testing services, some of which are not profitable. These costs

were described to us as "costs associated with readiness."

Three of the comparable veterinary diagnostic labs spoken to during audit work were

able to provide some financial trending information, noting more stable sources of

revenue than those seen in recent years at the veterinary diagnostic lab.
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Examples: Veterinary Oiagnostic Lab Revenue Sources

2015-Idaho Statc

Department of
Agriculture Animal

Health Lab

2014- Washington
Animal Disease

Diagnostic Lab

201 5- Wyoming State

i VCtCHnary LabOratory

Current Budget

Authority― Montana

Vct Lab

一
％

一
〇

480/0ヨFcc Revcnue

36%

450/0

63%

Source: Compiled by the Legislative Audit Division from summary budget information.
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Based on the information received from other labs reviewed during audit work, the

Montana Veterinary Diagnostic Lab s budget for the current biennium, in terms of how

it is apportioned between fee revenues and general fund and per capita (representing

the total support provided by the state to the lab), appears to be reasonably in line with
norms for these operations. Using test activity as a basis for quantifying a public health

impacr and subsequently artaching a monetary amount ro the quantified impact would

imply that the recurring quantification of this public health impact would occur with

the biennial budget cycle. However, there is no current indication the department

seeks to do this. This, in conjunction with the fact that deriving a budget in such a

way is highly unusual, the basis of the general-fund portion of the lab's budget can

be called into question. Additionally, the department's budget was almost entirely

allocated a one-time only basis for the current biennium.

Revenue Sources Are Pooled
'$7hile other labs universally receive funding from non-fee sources in order to remain

viable, a difference between other labs and Montana's is a firm knowledge of what

those funds pay for. The amount of general fund received by other labs is more often

set based on the need to cover certain fixed costs, typically personnel costs such as

salaries and benefrts. For example, a university's contribution to a lab's budget may

cover salaries for tenured lab staff.

Rather than linking all external revenue sources to particular expenses as is regular

practice in other states, the department simply anticipates the lab's fee collections and

an amount of per capita funding it will allocate, then requests general fund for the rest.

This leaves uncertainty from budget to budget as to what will be allocated for the vet

lab.

In recent years, test fees have amounted to approximately half of the lab's annual

budget, which currently sits at just over $2 million annually. If the department were to

commir, for example, $500,000 in per capita to the lab, to cover certain expenses, its

requested general fund authority would also be around $500,000, and the legislature

would have a better idea what the people of Montana were getting for their contribution

to lab operations. A smaller per capita commitment would mean the lab would require

alarger portion of general fund authority to complete its budget, while a larger amount

of per capita would lessen the lab's dependence on general fund authority.
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New Information lVlanasement System

In 2015, the lab undertook a project to replace alegacy lab information management

system (LIMS) that was developed in-house and was considered to have become

rather outdated in some of its functionality. As we began audit work, the new software

was being implemented in order to respond to shortcomings in the old LIMS noted

during the labt most recent management review, including tedious search capability

(especially for the needs of the state veterinarian), inability to interface with department

accounting operations, no website result posting capabilities, and poor management

report generation. The replacement lab information management system is called

VADDS (Vetstar Animal Disease Diagnostic System), a system used by multiple

srares that has been developed and installed through a contractor, as opposed to the

old system, which was developed in-house. The system went live near the end of the

summer of 20L5 and Iab staff has indicated that generally the system is working as

anticipated.

During interviews with lab management regarding the lab's public health role, the

functionality of the new lab information-management system arose in connection

with the lab's ability to report public-health information to DPHHS. Following up

on this, we reviewed how the VADDS system was fulfilling its role, with our interest

being largely focused on its capabilities for enhancing how the lab fulfills its public

health role.

RecommeNoanoN #3

We recommend that when developing a budget for the Montana Veterinary
Diagnostic Laboratory, the Department of Livestock determine a recurring,
consistent, and sustainable level of per capita funding to be contributed to the
lab budget as one source of non-fee revenue.

'We interviewed lab management and department information technology staff. We

obtained and reviewed documentation of the desired capabilities for the VADDS

system as expressed in the initial request for proposals (RFP) soliciting contractors to

work on a lab information management system, the contract that eventually emerged
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from the RFP process, as well as information about the federal grant funding that

provided the funding for the system.

Audit work determined the VADDS system is largely operational but is still without
a number of key functions that would bolster the lab's reporting accuracy as well as

its interactions with the Animal Health Division, NAHLN, DPHHS, and the public.

Though lab staff has indicated they are still in the process of fully implementing

the system, the VADDS system is generally working as anticipated and as needed.

However, several key elements of the system are not fully functional, including:

. USAHerds interface with Department of Animal Health in Helena.

r Flagging indication for reportable diseases within the system, to help ensure
appropriate reporting to DPHHS and/or other public health entities.

. A portal linking the system to the NAHLN, of which the veterinary
diagnostic lab is a member.

. A public-facing interface which would allow veterinarians or other cusromers
to view test results via the Internet.

The department's assertion that the lab plays a significant role in protecting public

health would be bolstered if the department were to prioritize complete interactivity

and functionality for all aspects of the new VADDS, to ensure timely and accurate

reporting of zoonotic diseases and more timely interaction with veterinarians and

orher customers of the lab. Because of these shortcomings, the lab faces the possibility

of not fulfilling its public health responsibility to its fullest capacity. Additionally, as

the entire contract was paid before the vendor completed all deliverables, the potential

exists for the lab to be unable to receive the full value promised by the contract. Lab

officials fully anticipate the vendor will complete the remaining items spelled out in

the contract.

RecommenoenoN #4

We recommend the Department of Livestock fully implement all features and
functionality indicated in its intormation management systern contract.
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Chapter IV - Lab Relationship With
Montana State University

Introduction
The Department of Livestockk (department) Veterinary Diagnostic Laboratory (lab)

has not always been locarcd in Bozeman. Through the 1950s the lab was located in
the basement of the department's building in the Capitol Complex in Helena. \When

the lab's growing needs rendered that space inadequate, the 36th Legislature (1959)

authorized $290,000 (including $19O,OOO in bond sale proceeds) for a new laborarory

building in Gallatin County, which was to be built either on Montana State University
(university) land, or on other land acquired by the state.

The result of that effort, the lab's current home, the Marsh Lab Building, is owned by

the university, Montana's land grant university, and sits on university property. The lab

staff make up the majority of the building's occupants, but a few university employees

also work in the building.

Figure 5

The Department of Livestock's Veterinary Diagnostic Laboratory

Source: Google Earth (street view),

Fieldwork identified two memoranda of understanding between the department and

the university that spell out certain terms of the working relationship between the two
entities. The more germane of these speaks to the Marsh Lab building. This document,

signed in 2006, spells out various charges and responsibilities of both the university
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and the department. (See below for additional information on rhis memorandum and

the physical plant of the lab.)

\7hile the department does not pay "rent" to the university, it does pay into a pool of
money that supports a number of centralized services across the campus. This fund does

not cover capital improvements but does cover basic day-to-day maintenance and some

rneasure of operations. The "re-charges," as they are called, cover items like mail service;

custodial service; trash; building maintenance; facilities administration; property

insurance; utility system operations and maintenance; safety/risk management; and

campus police. Things like clogged drains or stuck doors are covered; facility upgrades

are not.

A notable exclusion for the lab building is parking-the lab parking lot is not part of
the university parking system, meaning parking stickers are not necessary and the lab

does not pay for parking in its re-charges. So parking expenses do not factor into what

the lab pays to the university. One result of this is that the lab is responsible for its own

snow removal.

The department pays approximately $120,000 per yeer for these expenses, which are

supposed to represent a proportionate share of the labt centralized services utilization.

Ooerations as Not Fittins with its Mission

Throughout the audit we discussed the structure of the department and the lab

within it with a number of stakeholders and interested parties. Of particular interest

were the views of officials with the university. Diagnostic labs in several other states

are administratively aligned with land grant universities (as opposed to executive

branch agencies), and we wondered whether there would be any appetite for such a

reorganization in Montana, and whether such a shift would be advantageous for the

lab, the university, the state livestock industry, or all of these entiries.

tWe learned that university leaders do not see a strong connection or overlap between

the missions of the university and the lab, and are wary of taking on administrative

and budget responsibility for the lab. In various meetings throughout the audit, several

administrators indicated they believed the lab would be a poor and costly fit within the

university. Administrators said they did not envision a scenario in which the university

should give financial support to the lab when the lab does not have a srrong connection

to the university's academic mission. Customer-oriented services such as those provided

by the lab are a challenge to integrate with instructional and other academic activities
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(research), they said. Administrators noted the university has closer ties to other labs

housed on campus, but those relationships are statutorily guided. Leadership of the

Agricultural Experiment Station at the university indicated its budget is already

strained and could not take on the lab's operatrons.

Other administrators pointed out that unlike other states where the veterinary lab

is part of the university, Montana State University-Bozeman does not offer a full
four-year post-graduate veterinary doctoral degree, so there would be less need for a

Iaboratory staff that doubles as teaching faculty. 
.With 

a limited instructional role, the

lab would be a poor fit with the university, particularly because it is not financially

selfsustaining.

Speaking further to the question of a stronger relationship between the lab and the

university, relatively few university students have any interaction with the lab currently.

These interactions include two work-study students in an average year, along with
as-needed diagnostic and incineration services, for which the university pays like any

other customer. These limited interactions illusrrare the difference in missions between

the lab and the university, and university staffindicate that the separation between the

Iab and university is appropriate.

Montana students who wish to become veterinarians can apply to a relatively new

regional program called the 'W'ashington-Idaho-Montana-Utah Regional Program

(WIMU), through which a student completes one year of post-graduate study ar

Montana State University before transferring to 'Washington State University to

complete the doctoral degree in veterinary medicine. A staff member involved in

overseeing the program said 11 Montana students per year have participated in each of
the program's first two years. The staff member said the first-year students do observe

pathology work at the lab, which rypically amounts to "a couple of afternoons per

semester." In addition, the lab occasionally may provide "interesting" samples or

specimens to the vet-med program, and there may be limited internship opportunities.

The staffmember echoed others' observations at the universiry that the missions of the

lab and the university are more disparate than some may believe. He suggested that

perhaps tighter integration between the Iab and the university could become desirable if
the state's participation in the \WIMU program changed to provide two years of study

ar Monrana State prior to moving to \Washington State. There was more skepticism,

though, that the need for veterinarians in the state would grow to the point that a

Iarger and/or complete in-state veterinary medicine program would become necessary.
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'We asked Board of Livestock (board) members and other stakeholders in the lab for

their perspectives on the relationship between the diagnostic lab and the university.

The comments we heard were mixed. Some board members believe moving the

administration of the diagnostic lab to the university could result in more research

into animal disease and ultimately be a benefit to both the university and the livestock

indusrry. One member questioned why the department, and the lab administration

in particular, has not been more proactive in sowing positive relations and potential

integration with the university. Board members also suggested the diagnostic lab would

have stronger financial support if the lab wer€ to become part of the university. Some

board members expressed hope that the nascent veterinary medicine program of which

the university is a part could be beneficial to the lab, although subsequent interviews

with university officials did not strongly support this possibility.

Other board members cautioned that moving the lab administration to the university

could imperil the importance of the lab's functions, if, for example, future university

administration did nor view the lab as integral to the university's mission and

operarions. Keeping the lab within the department would allow the board to maintain

the lab's mission and establish or ad.iust its priorities as necessary to meet the needs of
livestock producers across Montana, who make up the labt primary customer base.

The executive of a major state livestock industry group acknowledged the lab may

be a poor fit for the university at the present time, but that an expanded veterinary

medicine program could lead to more synergy between the two organizations. He

suggested his group's membership of producers across the state would be amenable to

a lab that was shared by the department and university.

Our interviews with administrators at five regional labs included questions about the

labs' relarionships (if any) with land grant universities. If the lab in question is affiliated

in any capacity with its state land grant university, we asked which aspects of the

relationship worked well for the lab and for the livestock industry in the state, and

what challenges are presented with the lab organized as part of the university and not

under an executive branch agency.
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Positives

Administrators generally believe the labs' affiliation with universities and having an

educational role in addition to their surveillance and disease prevention work allows

the labs to recruit and retain higher qualified professional staff by providing them

an "academic home." Salaries are higher for professional staff, upon whom there are

expectations for teaching and research/publishing in addition to day-to-day lab work.

One lab director suggested that if his lab were to leave the university and become

part of the state Department of Agriculture, "at least half" of his staff would leave.

Some lab directors indicated the intellectual/academic setting and resources available

in the university environment represent a significant advantage over nonaffiliated labs

when it comes to attracting professional staff One administrator recalled his time in

a Midwestern state that had two diagnostic labs, one at the university and another

within the Department of Agriculture, and his perspective was that the university lab

did higher quality work. In a state with a more robust veterinary medicine curriculum,

the director indicared a number of postdoctoral veterinarians are working in the lab at

a given time, and the university provides an excellent forum for the sharing of subject

matter expertise.

Negatives

Many of the cautionary comments we heard regarding labs affiliated with universities

were in the area of university culture and shifting priorities at certain land grant

institutions. In particular, one lab director expressed concern that the university was

increasingly emphasizing the identification and procurement of external research grants

as potential extra reyenue streams for the university, and that these grants are more

typically focused on human health and not the focus of the diagnostic lab, which has

a mission based more upon surveillance and disease prevention than on research. Due

to this, the director felt the lab was less of a priority for the university than it once was,

a troubling trend he sees continuing. Another director shared a similar perspective and

cautioned that veterinary labs seeking out research grants could compromise their focus

on the primary disease surveillance mission. Generally, administrators of university-

based labs feel their service-based functions are being increasingly overlooked by

research-driven university administrations. Despite this, multiple directors indicated

that unlike the prevailing view at the university, they believe their labs do have a role

in fulfilling the mission of the land grant universities.
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Cowcr-usrol

While many state labs are aligned with land grant universities and not
with executive agencies, there are positive and negative aspects to these
relationships. Montana State University does not have interest in taking on
oversight and management of the programmatic and laboratory functions of
the lab. Other stakeholders in the lab suggested such a transition could be
advantageous for the lab but would not be without potential pitfalls.

In addition to discussing the diagnostic labt current working relationship with the

university and whether it can or should be strengthened, we discussed the labt current

physical plant, which is owned and maintained by the university. According to many

stakeholders-including the department, the university, and the national organization

that accredits the lab-the building is at the end of its safe and usefullife.

A 2010 legislative study of state labs identified several problems with the Marsh Lab

building, including inadequate office and work space; biosecurity concerns; inadequate

electrical system; issues with
fumes and air handling;

asbestos; closets being used as

lab space; a leaky ceiling; and a

host ofother concerns.

Large-scale repair and upgrades

and/or replacement of the lab

building do not rank highly

on the Long Range Building

Program ranking of the

university. The university's most

recent biennial compilation of
priority building projects on the

Bozeman campus includes new

heating, ventilating, and air

conditioning (HVAC) systems

for the building, with an

associated cost of $t.5 million.
This pro.iect ranks 16th on the

university's list of priorities,

which officials acknowledge

Figure 6

Vet Lab

Source: Legislative Services Division
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effectively means the project has no chance of reaching the long range building

program included in the governor's budget. It is important to note that even though

the project's low ranking practically ensures the project would not make the final

budget, its inclusion on the list indicates the university has done its diligence and is

aware of the problem, and the upgrade could earn higher ranking in future long range

building documents.

In addition to having a low priority for major system replacement, the building's

existing sysrems collectively rank among the most deficient on campus. (In this context,

"deficient" indicates a building system that is no longer functioning as expected.)

The university regularly performs a Facility Condition Index (FCI) appraisal of each

building on campus, assessing the condition of each building once every three-plus

years. In its most recent FCI, the Marsh Lab building scored a "Deficiency Ratio"

of 27.4 percenr, which a member of the university's planning staff characterized as

"one of the highest ratios of the MSU-Bozeman buildings-indicating the building

embodies significant deferred maintenance captured in the specific building systems

and components." (For context, the university considers scores between 0-5 Percent to

be "good;" 6-10 percent "fair;" and greater than 10 Percent "poor.") The Index measutes

such systems as the building's interior and exterior walls, roof,, HVAC, ceilings, and

insulation, as well as plumbing, lighting, and other Gxtures.

Further, the university's long-range campus plan acknowledges that replacing the

Iab building will be necessary within the next quarter-century, though there is liule

guidance as to how this will happen. This is a less formal, forwardJooking document

that more generally provides planning guidance for the next two-plus decades and

would nor be expected to address in any detail the future of the lab, but it nonetheless

indicates belief among university planners that the existing building is at the end of its

useful life.

The departmenr has not been proactive in producing an actionable plan for relocating

the lab. Other than funding included in a bonding bill 6ve years ago (the bill did not

pass the legislature), the department has not produced any organized effort, either on

its own or in conjunction with other labs or stakeholder groups, for moving forward

with plans for new lab space. A 2010 study estimated the cost for a potential new

building at $7.5 million. No action was taken on this proposal'

The memorandum of understanding between the department and the university

indicates that if the university identifies another use for the lab building or displaces

the vet lab for any reason, the university "will collaborate to develop a displacement

strategy" which "may" include identification of replacement space. (This displacement
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presumably could be because the university decides to demolish the building, although

this is not explicitly spelled out.) However, if the building becomes irreparably

damaged by an earthquake, storm, or other peril, and the university decides to

demolish or abandon it, the university is not obligated to work with the department in
the lab's relocation. As it reads, the memo appears to oblige the university to ofFer some

collaboration if it decides to proactively evict the lab for any reason, but the university

has no obligation to help if the building becomes damaged by a fire or other natural

event.

The national organization that provides accreditation to the diagnostic lab and similar

labs across the country has singled out the deteriorating condition of the Marsh Lab

building as a concern. In its 2015 site visit report, the organization recommended that
the lab "continue working aggressively with the Board of Livestock, BoL executive

officer, and Montana State University on funding for a new facility to replace the

Marsh Laboratory. The Marsh Laboratory is reaching the end of its lifespan as a frcility
that can house a modern, accredited laboratory...All laboratory stakeholders should be

cognizant of the economic, health, and public relations impact of a single adverse event

arising from an inadequate laboratory facility."

With the building in poor physical condition, it is apparent the department needs to

proactively think of the lab's future and plan for its existence beyond the Marsh Lab

building.

The lab building is inefficient, less safe for employees than a modern lab facility would
be expected to be, and at the end of its useful life. Repair and improvemenrs ro the

building and its systems are not high on the priority lists for the university. Beyond an

inclusion in a failed bonding bill three legislative sessions ago, the department has not

made a significant effort to develop and put forth a specific plan for a new building,

including space needs, system needs, and other details that would allow the legislature

to more fully weigh the costs and benefits of providing a new facility for this division

of the department.

-

Flecomueruonnov #5

We recommend the Department of Livestock develop a detailed and specific
plan and timeline for replacing the Montana Veterinary Diagnostic Laboratory.
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Thank you for the work compiled by your team of auditors as they worked with the Department of
Livestock this year to perform a performance audit in the Montana Veterinary Diagnostic Laboratory
(MVDL). From reports I received the auditors exhibited a high level of professionalism as they
interacted with our staffduring the course of the audit. We believe the performance audit process is
crucial to gathering feedback and working to continually improve the management of our deparlment.
The following information conveys our thoughts and plans in regard to the findings and
recommendations made by your team following their visit:

Recommendation #l - We recommend the Department of Livestock Regularly analyze and
document the MVDL's material and overhead costs of the tests performed at the lab.

Department Response: Concur

The Departrnent of Livestock does concur with this recommendation. We plan to do an annual review of
costs at a section and per test level. This will allow us to easier demonstrate the need for fund sources
beyond fees. Included in this analysis should be a determination of the fixed costs associated with the
lab maintaining a basic state of readiness for plausible animal health crises that could affect the state
causing either economic hardships or public health concerns. This would be another way to demonstrate
the need forpublic support ofthe lab beyond the fee structure. This analysis needs to occur before
December of 2016.lt is true that having a documented procedure and timing for analyzing cost would
aid the Department in managing the lab budget and determining appropriate pricing.

Recommendation #2 - We recommend the Department of Livestock biennially review the MVDL
fees in a systematic, documented manner that takes into account the direct and indirect material
costs of the tests and a regional lab fees for competitive analysis.

Department Response: Concur

The MVDL should do a biennial review of pricing and make changes as necessary. Previously, the
Department has only looked at a market comparison on as needed basis. This should be done using both

Call Monlana Livestock Crimestoppers E00-503-6084
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the cost analysis mentioned in the previous recommendation and a survey of the market. The market for
lab pricing is largely dictated by a cohort of state labs that are also heavily state firnded. This mears that
what is competitive pricing within the market may not in every case cover the per test costs. However,
the Department should be able to demonstrate the difference between true cost and what may be charged
to be competitive with like labs in the region. This will help the lab determine what services should or
should not be o{fered as well as demonstrate the need for subsidy beyond the fee structure to maintain
basic operations. This should be completed in conjunction with the first annual cost review as
preparation for the 2019 Biennium and then performed for each biermium in the future.

Recommendation # 3 - We recommend that when developing the budget for the MVDL, the
Department of Livestock determine a recurring, consistent, and sustainable level ofper crpita
funding to be contributed to the lab budget as one source of non-fee revenue.

Depa ment Response: Concur

The department concurs with this recommendation. In 20l5, the Department sought and received
general fund appropriations fiom the Legislature. Without this non-fee revenue the lab would not be able
to maintain its operations. The Department will continue to push for a general fi:nd appropriation in the
future as the lab would not be able to maintain competitiveness with other labs in the region that have
the personal services, facility or other indirect costs covered by some sort of state subsidy. Likewise,
throughout the history ofthe lab the amount ofper capita fee rhat has been apportioned to the lab's
opemtion by the Board ofLivestock has been inconsistent. The Board ofLivestock will look at this as
part of the new biennium budget to determine a reasonable amount ofper capita that should be allocated
to the lab and kept consistent over time. It is important that both of these non-fee revenues be used to
cover the basic state of readiness to meet the state's economic and public health needs as opposed to
being strictly based on the portion oftests that qualiry as zoonotic or public health relared as this can be
highly variable. The fixed costs associated with basic readiness should not be variable and is a more
reliable indicator ofthe public interest in the lab.

Recommendation #4 - We recommend the Department of Livestock fully implement all features
and fuDctionality indicated in its information matragement system,

Department Response: Concur

The Depanment is currently working with the vendor to ensure all aspects promised in the contracr
become operational. Some items mentioned in this finding are items tlat were part of the original project
scope but have been delayed for one reason or another. Intemally, we have asked a member ofour IT
staff to take the lead in working out the difficulties in relaying information from the VADDS system to
other important departmental systems such as USA herds used by the Animal heatth division in its
tracking and traceability efforts. The plan was to have much ofthis worked out this summer. The
Departrnent IT manager resigned to take a position in privale industry in early May which will push the
timeline on these efforts in to the fall.

Recommendation #5 - We recommend the Department of Livestock develop a detoiled and
specific plan and timeline for replacing the MVDL.

Department Response: Concur

Call Mo■ ana Livestock Crimes:oppe6 800 503 6084
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The Department recognizes that the current facility is beyond its lifespan and no longer suitable to our
needs. We also recognize the hesitance on the part of other parties such as Montana State University to
engage more deeply with the lab because of alignment issues with the University mission and concerns
over management. This finding within the report accurately depicted the advantages and disadvantages
associated with operating these facilities through the University as opposed to a state agency. At present
we know there is a public need for a VDL and that MDOL is the place that will be responsible to operate
this function regardless of what best practices exist in other locations. A committee that is made up of
members of the Board of Livestock as well as other state and industry organizations is cunently in the
very preliminary stages of working with operators of labs (Montana Wool Lab, FWP, Departrnent of Ag,
etc.) that have similar concerns. The idea is to create a new combined lab complex in the Bozeman area.
MSU has been engaged to assist in finding a new location as the move of these labs would help the
University gain access to needed real estate on their campus. The committee has asked each operator,
including the Director of MVDL, to provide a list of facility needs to them this summer. From this list
the committee intends to develop a plan, timeline and budget for the project. At present, the committee
has indicated they are planning to approach the legislature during the 2019 session for funding options.

Sincerely,

Mike Honeycutt
Executive Officer
Board of Livestock

Board of Livestock
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